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On the evening of Dec. 11, Mexican President Carlos Salinas de Gortari said he will extend an antiinflation program initiated late last year through the first half of 1989. Next, the president announced
that the government will implement a gradual peso devaluation and allow an 8% pay increase for
workers. The pay hike will be the first in nine months. The anti-inflation program received a new
name: the Economic Growth and Stability Pact (PECE). Former President Miguel de la Madrid
implemented the plan, then known as the Economic Solidarity Pact, in December 1987 as inflation
reached a record annual rate of 159.2%. Inflation reached 48.6% in the first 11 months of 1988,
according to the central bank. Principal features of the plan included freezes enacted Feb. 29 on the
peso currency exchange rate, the daily minimum wage, and on prices for government-regulated
goods and services. On Jan. 1, the government will begin adjusting the peso-dollar exchange rate
by an average of one peso per day through July 31, 1989. An official statement indicated that the
controlled devaluation will occur "at a rhythm that continues to make possible for those making
their investments in pesos a better yield than that obtained using other currencies." The measure
will be implemented "without abandoning the objective of stabilizing the exchange rate during the
year," the statement added. The PECE asks businesses to absorb the costs of the salary increases and
speed up devaluation without raising prices. If the PECE works as the government predicts, inflation
for 1989 should decline to 15% annually, 8% in the first half of the year, equal to the devaluations
and wage increases established for that period. Workers have not been promised their salaries will
recover the 40 to 70% decline in purchasing power experienced over the past six years, but they
have been promised their real wages will not drop still further. The daily minimum wage received
by about two-thirds of Mexican workers will increase to $3.70. As pointed out by some economists,
the low minimum wage may ruin President Salinas' plan to strengthen the domestic market. Union
leaders said they signed the pact even though they were unhappy with the low salary hike, which
they were able to push above the 5% originally proposed. Although the pact stipulates that prices
of gasoline, electricity or natural gas will not increase, Mexicans are expecting price hikes for other
staples. Analysts say the government hopes that the PECE will strengthen its bargaining position
to renegotiate the country's $105 billion foreign debt. Mexico's interest and principal bill totals $12
billion per year. The government may also tighten import restrictions, which were "liberalized" a
year ago. Since then, Mexico has been flooded -with foreign imports. Some new officials say that the
country's industrial base has been put at risk. (Basic data from AP, 12/11/88; AFP, 12/13/88)
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